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Foreword 

When  the  Financial  Agreement  with  England  was  announced,  th© 
Treasury  received  many  inquiries  about  the  proposed  credit.  These 
questions  came  from  members  of  Congress,  from  business  and  civic 
organizations,  and  fr<Hn  private  citizens  interested  in  the  urgent  prob- 
lems dealt  with  in  this  Agreement. 

It  seemed  to  me  that  millions  of  our  citizens  must  be  asking  them- 
selves these  same  questions.  They  want  to  know  the  facts  about  the 
Financial  Agreanent.  They  want  to  know  why  the  proposed  credit 
IS  necessary.  I  have,  therefore,  asked  the  Treasury  staff  to  present  in 
plain  language  the  questions  that  we  have  received  and  the  answers 
that  we  have  given  on  the  Financial  Agreement. 

The  American  people  want  a  world  of  peace  and  prosperity.   So  do 
the  people  of  all  countries.  This  will  be  possible  only  through  inter- 
S     national  cooperation  to  establish  fair  currency  and  trade  practices 
that  will  make  it  possible  for  world  trade  to  expand  and  grow.  We 
*J    have  made  a  good  deal  of  progress  toward  this  goal.  Unfortunately, 
S2    England  will  not  be  able  to  commit  herself  to  the  prompt  application 
of  these  principles  until  she  is  sure,  that  she  will  be  in  a  position  to 
iH     secure  her  essential  imports  of  food  and  raw  materials. 
H-        For  six  years,  England  devoted  most  of  her  resources  to  fighting 
8    the  war.   She  converted  her  export  industiies  to  war  production. 
She  sold  foreign  investments  and  hicurred  a  foreign  drfit  of  $18^ 
billion  to  pay  for  her  world-wide  war  expenditures.   But  now  the 
war  is  over.    England  can  secure  imports  only  by  paying  for  them 
with  exports.   She  can  meet  her  huge  foreign  debt  only  by  finding 
markets  for  her  products.  With  some  help,  it  will  take  a  few  years 
for  England  to  restore  her  export  industries  and  to  reestablish  her 
export  trade.    In  the  meantime,  England  must  import.  Otherwise 
the  health  of  her  people  will  be  impaired  and  her  industries  will, 
decline. 

If  England  can  secure  a  credit  that  will  help  pay  for  her  essen- 
tial imports  during  the  next  few  years,  she  can  immediately  accept 
the  principles  of  fair  and  nondiscriminatory  currency  and  trade 
practices.  In  fact,  EngUaid  will  be  greatly  benefited  by  an  expan- 
sion of  trade  on  such  a  basis.  That  is  the  policy  England  would 
prefer. 

But  if  England  cannot  secure  such  a  credit,  she  will  have  to  take 
drastic  steps  to  curtail  her  imports  and  to  force  her  exports  on  other 
countries.  Our  exports  would  be  exduded,  as  far  as  possible,  tmm 
British  Empire  countries  which  would  conc^trate  c»  tnde  with 
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««h  SiMh  ,  policy  would  IneTitebly  divide  the  world  into 

06nfl.*ng  eco,»m,c  blocs.  In  blunt  language,  th.  world  would  te 

ftt  war— economic  war. 

Tie  ccsequences  of  such  .  policy  would  be  tragic  for  the  United 
States,  for  Engli^d,  Mid  for  the  entire  world.  That  is  why  the  repre- 
sentotwes  of  the  United  States  and  England  went  over  tL  pvmI 
m  4«mss.ons  that  lasted  more  than  3  months.  They^ 

Bart  of  ir,"','  T','ri? r"**^  "^^"-^  »^ 

uL^  ^«     A^.?''*'°™  ''*»'=™**<"'*«%  billion  fron, 
c»M  ^  ''"h        help  England 

^^^Z^T"  f™de  discriminatio,^  and  join 

ma  tie  United  States  in  a  program  of  international  economic  coo^ 
ation.   ThB  IS  the  essence  of  the  Financial  Agreement  between  the 

rfl^  ?  Agreement,  and  the  proposed  credit,  will  be  a  big 
step  m  preven  n,g  economic  warfare.  It  will  also  be  a  big  step  if 
buildmg  a  world  ,n  which  countries  li™  «»d  work  together  in^a" 
and  prosperity^  For  England,  U  will  mean  a  chance  to  feed  to  p^fe 

V^S^  ^  "  "  '^P^d-g  '"d-  Fort 

United  States,  It  will  mean  openmg  the  markets  of  our  best  customer 

England  and  the  British  Empire,  to  the  products  of  our  f  actS^' 
farms.   For  a  1  countries,  it  will  mean  a  chance  t»  reconstruct  a  war 

.TtnT""^  ^'^^ 

The  people  of  the  United  States  and  the  United  Nations  have  agreed 
on  a  program  in  which  comitries  cooperate  to  maintain  peace  andm^- 
penty.   The  United  Nations  Org^tion,  with  its  sJ^urity 
G^eral  As^bly,  Economic  and  Scx,ial  Council,  and  International 
Court  of  Justice,  constitute  one  side  of  this  program.    The  Interna- 
tional Monetary  Fund  and  the  International  Bank  for  Reconstruction 
and  Development  and  the  proposed  International  Trade  Organization 
constitute  another  side  of  the  same  program.   The  FinancS  Agree 
m^t  With  the  United  Kingdom  is  essential  to  the  realization  of^iis 
entire  program  for  peace  and  prosperity.    This  is  what  I  hope  the 
A^r^^ent  in  mind  in  considering  the  FiXdal 

Fred  M.  Vinson, 

January  19Ji6. 
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<laesiioiis  and  Answers 

1.  What  is  the  Anglo-American  Financial  Agreraaent? 

The  Finaiuaal  Agreement  between  the  QoyemmwtB  of  the  United  , 
States  and  the  United  Kingdom  is  an  agreement  under  whidi — 

a.  The  United  States  will  extend  to  the  United  Kingdom  a 
line  of  credit  of  $^  billion  which  can  be  drawn  npcm  until 
December  31,  1951. 

h.  The  United  Kingdonn  will  end  a  series  o<  wartime  financial 
and  commercial  restrictions  and  practices  which  have  the  effect 
of  discriminating  against  American  trade  and  reducing  the  flow 
of  world  trade. 

The  loan  will  be  repaid  in  50  equal  installments,  beginning  in  1951. 
The  amomit  to  be  paid  each  year  for  principal  and  interest  of  2  per- 
cent is  fixed  at  $120  millicm  on  the  $3%  billion  credit,  plus  an  addi- 
tional $20  million  on  the  $650  million  settlement  for  lend-lease  and 
surplus  property.  This  makes  a  total  of  $140  million  a  year.  The 
portions  of  the  payment  that  will  be  credited  to  principal  and  interest, 
respectively,  will  vary  from  year  to  year,  the  p<niion  to  be  credited 
to  principal  increasing  and  that  to  interest  deo-easing. 

The  Financial  Agreement  is  associated  with  a  far-reaching  agree- 
ment on  commercial  policy  and  a  settlement  of  the  outstanding  lend- 
lease  and  surplus  property  problems  of  the  two  coimtries.  The  com- 
mercial policy  statement  proposes  the  establishment  of  an  Interna- 
tional Trade  Organization  which  would  aim  to  expand  world  trade 
by  reducing  trade  barriers,  avoiding  trade  discriminations,  and  elim- 
inating cartel  practices.  » 

2.  Who  dedides  whether  the  wedit  should  be  extmded? 

Congress  has  to  authorize  the  Government  to  extend  the  line  of 
credit  to  England.  Section  1  of  the  Financial  Agreement  states  that 
it  will  take  effect  on  the  date  when  the  United  Kingdom  is  notified 
by  the  United  States  that  Congress  has  made  the  necessary  funds 
available. 

The  authorizing  legislation  will  have  to  be  passed  by  both  Houses 
of  Congress. 

3.  Does  England  need  tliis  etedit? 

In  the  next  few  years  England  will  not  have  enough  income  from 
abroad — foreign  exchange  from  exports  and  services — to  pay  for  food 
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materials  which  the  Bntish  people  must  buy  abroad,  if  they 
^  to  live  and  their  industries  are  to  operate.  The  British  estimate 
that,  even  if  they  economize  strictly  on  imports  and  buy  nothinir  which 
IS  not  essential,  they  will  have  to  spend  abroad  in  L  n^sevei^ 
yea^  from  $6  hiUion  to  $6  billion  more  than  they  can  selT  ^oT 

rnrrinJ!"^!^  ^'""^^^^  ^^P^^^^  ^^^h  their  own 

^cy  tie  pound  sterlmg.  Foreign  c-ountries  akeady  have  more 
thim  $13  billion  of  sterling  and  wiU  be  increasingly  reluctant  to  sell 

for  this  currency.  Therefons  the  British 

United  Stat^  and  other  comitries.    In  a  few  years,  their  export 
mdustnes      be  restored  and  they  will  earn  enough  f orei^a  eichLe 
to  pay  for  their  imports  and  other  expenditures  abroad. 
*  'l^^'       ^f'S^  representatives  concluded  that 

wfll^J^'*''',*'^'"       ^""'^  S*^*^'  Pl"«  her  other  re- 
fr^iT^r*^.^^^^*^^  to  meet  the  postwar  deficit  in  her  inter- 

.    vf"       ''"^'"^^'^  "^^^  ^  be  smaller  thl^ 

^mated,  she  will  not  use  the  entire  «nount  of  tHe  line  of  credit. 
England  wdl  try  to  keep  her  obligations  to  a  minimum,  in  order  to 

4.  Hmr  did  England  get  into  this  position? 

ducted  most  of  her  resonn^  to  the  wiir.  In  the  next  few  years  her 
j^i^from  overseas  business  will  be  lower  than  before  the  war 

a  Britidi  exports  are  lower.   During  the  war  England's  ex- 
T'^o'J!.  .       ™^  converted  to  war  production  or  shut  down 
In  1944  she  exported  only  30  percent  as  much  goods  as  in  1938 
It  will  take  several  years  to  reconvert  these  industries  and  restore 
their  trade. 

ft.  British  foreign  investments  were  sold.  During  the  war 
England  sold  over  $4.6  billion  of  her  foreign  investments,  and 
thereby  lo^  forever  the  income  which  they  formerly  yielded. 
The  proceeds  were  used  to  buy  war  goods  from  us  and  other  coun- 
tries.  In  addition,  England  incurred  foreign  debts  of  $13  billion 

fJLr.  f'^l^TT  ^"^"^  '^^PP"^^  ""''^  ^^^^^  '^'^^^^^  has 
fallen  off    Part  of  her  merchant  fleet  was  sunk  in  the  war 

Many  of  the  other  services  she  sells' abroad,  such  as  banking  and 
insurance,  are  linked  with  the  revival  of  her  trade. 

While  the  war  has  reduced  England's  earnings  of  foreign  ezdiange, 
some  of  her  foreign  expenditures  wiU  be  increased.  The  destnS 
from  bombing  has  to  be  replaced,  and  this  means  increased  imports  of 
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raw  materials.   Much  of  the  capital  equipn^t  in  her  factories  de* 

teriorated  during  the  war,  and  this  too  must  be  replaced,  in  part  by 
means  of  increased  imports. 

5.  What  will  England  do  with  the  credit? 

Section  8  of  the  Financial  Agreement  states: 

"The  purpose  of^  the  line  of  credit  is  to  facilitate  purchases  by 
the  United  Kingdom  of  goods  and  services  in  the  United  StiUieSy 
to  assist  the  United  Kingdom  to  meet  transitional  postwar  deficiti- 
in  its  current  balance  of  payments,  to  help  the  United  Kingdom 
to  maintain  adequate  reserves  of  gold  and  dollars,  and  to  assist 
the  (jovermnent  of  the  United  Kingdom  to  araome  the  obliga- 
tions of  mnltilateral  trade,  as  defined  in  this  and  oth^ 
agreements." 

Since  England  needs  a  large  quantity  of  the  kind  of  goods  which 
the  United  States  can  best  supply,  it  is  probable  that  a  large  part 
of  the  credit  will  be  used  to  finance  direct  exports  from  the  United 
States  to  England.  The  British  will  also  use  the  credit  to  pay  other 
countries  for  imports,  when  these  countries  want  dollars  to  buy 
imports  from  the  United  States.  Thus  India,  for  example,  will  be 
able  to  use  the  proceeds  of  her  esqports  to  England  to  pay  for  her 
purchases  in  the  United  States. 

6.  WiU  England  pmf  off  the  blocked  sterling  with  the  credit? 

Section  6  of  the  Financial  Agreement  provides  lhat  "any  amounts 
required  to  discharge  obligations  of  the  United  Kingdom  to  third 
coimtries  will  be  found  from  resources  other  than  this  line  of  credit.'* 
This  means  that  England  will  not  use  the  loan  to  repay  any  part  of  the 
huge  sterling  balances  which  other  countries  acquired  during  thtf  war. 
These  and  other  British  obligations  will  have  to  be  settled  from  sudbi 
other  foreign  exchange  resources  as  may  be  available  to  England. 

7.  WiU  England  use  the  credit  to  nationalize  hw  induatriea? 

This  credit  is  to  help  Britain  meet  her  foreign  exchange  problem 

which  would  be  precisely  the  same  under  a  Labor  Government  or 
a  Conservative  Government.  The  money  will  be  used  only  to  buy 
goods  and  services  from  abroad.  It  will  be  used  to  help  eliminate 
wartime  trade  and  exchange  restrictions  which  are  entirely  unrelated 
to  the  nationalization  of  British  industries. 

This  loan  of  dollars  is  for  England's  external  needs — her  business 
with  foreign  nations.  As  a  matter  of  fact,  if  England  wants  to  acquire 
a  British  industry  she  does  not  need  foreign  credit  for  this.  She  can 
pay  the  owners  by  giving  them  British  Gtovemment  bonds,  or  by  pay- 
ing sterling  secured  by  taxes  and  loans  in  England. 


8.  Why  18  the  kum  referred  to  as  a  ^iine  of  credit^? 

The  dollars  lent  to  England  will  be  used  ultimately  to  buy  goods 
and  services  or  settle  claims  in  the  United  States.  The  British  will 
use  dollar  funds  only  as  they  need  them  to  meet  obligations.  The 
United  States  will  therefore  provide  the  money  in  a  s^ies  of  transfers 
extending  over  a  period  of  years,  rather  than  in  a  lump  sum. 

Under  the  terms  of  the  Agreement,  the  line  of  credit  will  be  avail- 
able for  use  by  the  British  until  December  31,  1951.  The  annual 
amounts  withdrawn  from  1946  through  1951  will  be  added  together, 
'and  that  sum  will  constitute  the  principal  of  the  loan.  If  the  entire 
line  of  credit  is  used,  the  principal  will  be  $3%  billion.  Kepayments 
of  principal  and  intere3t  at  2  percent  will  begin  in  1951,  based  on  the 
amount  outstanding  on  the  last  day  of  that  year. 

9.  Is  the  rate  of  interest  reasonable? 

The  rate  of  interest  is  2  percent  on  the  outstanding  amount  of  the 
loan,  and  interest  payments  begin  in  1951.  The  effective  rate  of  inter- 
est will  be  somewhat  lower  tiian  2  percent,  if  either  substantial  amounts 

of  the  credit  are  used  before  1951,  as  is  probable,  or  the  interest  pay-; 
ment  in  any  year  is  waived,  as  is  possible  under  the  Agreement. 

The  rate  of  interest  is  low  compared  with  what  Americw  banks 
would  charge  a  foreign  government.  It  is  not  low  compared  with 
what  England  can  undertake  to  pay  in  dollars.  Even  with  the  rate  of 
interest  at  2  percent,  the  payments  of  interest  and  principal  will  be 
about  $140  million  a  year  for  50  years  on  the  $3%  billion  credit  and 
the  approximately  $650  million  which  the  British  will  owe  for  the 
settlement  of  lend-lease  and  surplus  property.  This  is  a  large  sum  of 
dollar  exchange  which  the  British  will  have  to  earn  each  vear  and 
transfer.  Over  the  50  years  the  total  of  interest  to  be  paid  will  be 
^6  billion.   This  is  additional  to  the  principal. 

The  rate  of  interest  should  be  considered  together  with  the  other 
provisions  of  the  Financial  Agreement,  many  of  which  England 
would  not  have  agreed  to  in  return  for  a  loan  whose  carrying  charges 
she  would  consider  beyond  her  capacity.  It  should  also  be  remem- 
bered that  before  the  n^otiations  there  were  many  persons  who  felt 
that  only  a  grant  would  make  it  possible  for  Britain  to  abandon  the 
waiiimp  financial  and  commercial  restrictions  of  the  sterling  area. 

10*  What  will  be  the  burden  to  the  American  taxpayer? 

The  immediate  eflfect  of  this  transaction  will  be  to  transfer  funds 
borrowed  from  the  American  public  to  an  account  from  which  the 
Government  of  the  United  Bangdom  can  draw  as  needed.  The  credit 
is  an  investment,  not  an  expenditure,  by  the  United  States  Govern- 
ment.  There  will  be  a  cost  to  the  taxpayer  only  if— 
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a.  Some  portion  of  the  loan  is  not  repaid ;  or 
&.  If  the  interest  payments  prove  to  be  less  than  the  cost  of  bor- 
rowing by  the  United  States  Government 

The  average  interest  rate  which  the  United  States  Treasury  pays  on 
the  Government  debt  is  slightly  lower  than  the  rate  of  interest  which 
England  will  pay  on  the  credit.  However,  because  England  is  not 
required  to  begin  interest  pajm^ts  until  1951  and  beeause  some  inter- 
est payments  could  conceivably  be  waived,  it  is  possible  that  over  the 
whole  life  of  the  loan  the  United  States  Treasury  will  pay  to  American 
bondholders  somewhat  more  in  interest  than  it  receives  from  England 
as  interest  payments. 

The  loan  will,  of  course,  bring  many  direct  and  indirect  benefits. 
It  will  promote  production  and  trade.  The  income  of  the  American 
people  will  be  higher.  And  with  more  trade  and  income,  the  United 
States  Government  will  find  its  revenues  incr^ised. 

11.  Why  will  mtevest  paymeiito  be  waived  under  cettafat  condtt- 

The  waiver  clause  recognizes  that  temporary  adverse  conditions  can 
make  payment  of  interest  difficult.  The  British  point  out  that  Ameri- 
can purchases  of  British  goods  might  in  a  depression  sink  so  low  that 
over  several  years  it  would  be  impossible  for  them  to  earn  the  dollars 
necessary  for  their  interest  payments. 

It  has  not  been  customary  to  mate  allowance  in  foreign  loans  for 
the  possibility  of  a  depressicm  in  world  trade.  The  absence  of  such  a 
provision  is  one  of  the  reasons  why  default  was  often  difficult  to  avoid. 
Our  representatives  thought  that  a  provision  which  permitted  interest 
to  be  waived  in  especially  bad  years  was  not  only  fair  but  also  to  our 
benefit.  We  certainly  would  prefer  to  collect  the  principal  rather 
than  force  defttult,  which  might  be  the  only  alternative.  ' 

England  may  request  a  waiver  of  interest  and  the  United  States 
will  grant  it  in  any  year  if  (a)  the  British  find  a  waiver  is  made  neces- 
sary by  the  present  and  prospective  conditions  of  international  ex- 
change and  the  level  of  British  gold  and  foreign  exchange  reserves; 
and  (&)  the  International  Monetary  Fund  certifies  that  the  income 
from  exports  of  goods  produced  in  England,  plus  their  net  income  for 
services  rendered  to  f  oreignei-s,  such  as  insurance  and  shipping  receipts 
and  foreign  investment,  falls  below  an  agreed  minimum,  stipulated  in 
the  Financial  Agreement,  necessary  to  pay  for  essential  imports. 

The  Agreement  provides  that  the  amount  of  interest  due  will  not  be 
waived  in  any  year  unless  interest  payments  are  also  waived  on  other 
obligations  of  England  incurred  during  the  period  from  December 
1946  to  the  end  of  and  unless  payments  <m  the  accumulated 
sterling  balances  are  correspondingly  reduced. 
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It  should  be  noted  that  the  waiver  does  not  apply  to  repayment  of 
principaL  The  ^ole  of  ttie  prino^^  of  tbe^  credit  mii«t  be  repaid 
without  qualification. 

12.  Can  England  repay  this  credit? 

As  world  trade  recore^s  after  the  wax,  it  m  expected  that  England 
will  have  an  expanding  income  from  exports  and  from  insurwce, 

shipping,  and  overseas  investments.  By  1951,  when  the  first  annual 
payment  on  the  loan  is  due,  England's  foreign  exchange  income  from 
these  sources  should  be  large  enough  to  enable  her  to  make  payments 
without  unduly  curtailing  ess^tial  imports.  England  will  use  a  por- 
tion of  her  foreign  exchange  income  to  meet  the  annual  installments 
on  the  credit  instead  of  increasing  her  overseas  purchases  or  adding 
to  her  monetary  reserves. 

Of  course,  no  <me  can  predict  with  certainty  what  will  happen  in  the 
next  50  years.  It  is  possible  that  world  trade  will  sometimes  break 
down.  England  made  payments  on  her  World  War  I  debt  to  us  until 
1931  when  President  Hoover  proposed  that  payments  be  suspended 
on  all  war  debts  for  one  year.  Because  during  the  depression  our  im- 
ports were  reduced  and  our  foreign  investments  stopped,  England  was 
imable  to  obtain  sufficient  dollars  to  resume  payment  on  her  war  debt. 

A  primary  purpose  of  the  loan  is  to  prevent  a  break-down  in  world 
trade.  This  purpose  will  be  furthered  by  the  establishment  of  the 
International  Monetary  Fund  and  the  International  Bank,  and  the 
proposed  International  Trade  Organization.  If  we  succeed  in  achiev- 
ing a  high  level  of  world  trade,  there  can  be  littie  question  as  to  the 
ability  of  England  to  meet  her  obligations  under  this  loan. 

13*  Will  we  have  to  increase  our  imports? 

Ultimately  we  must  -import  more  goods  if  we  intend  to  export 
on  a  large  scale  and  derive  the  full  benefits  of  increased  international 
trade.  During  the  immediate  postwar  period,  however,  we  shall  prob- 
ably be  a  net  investor  in  foreign  countries  and  the  amount  of  this  in* 
vestment  will  enable  us  to  export  without  equivalent  imports. 

At  a  later  stage  we  shall  not  only  have  to  import  more,  but  we  shall 
want  to  import  more^  Our  population  will  be  greater.  Our  national 
income  will  be  grei^.  In  addition  we  are  very  likely  to  need  more 
imports  of  many  raw  materials  in  the  future.  Some  of  these  raw  mate- 
rials we  do  not  produce  at  all.  Of  others,  our  own  resources  will  be 
too  small  for  pur  growing  needs. 

In  the  long  run  increased  imports  will  have  the  effect  of  raising  our 
standard  of  living  so  long  as  we  maintain  employmcoit  at  a  high  level, 
because  increased  imports  mean  more  goods  available  for  consumption. 


6 


14.  Why  doesnH  En^bu&d  borrow  from  other  eoimtries? 

England  has  boirowed  from  others.  During  the  war,  foreign  coun- 
tries accumulated  billions  of  staling  in  exchange  for  the  goods  and 
services  they  supplied  England.  Since  they  could  get  only  limited 
quantities  of  goods  in  return,  the  effect  was  that  England  borrowed 
from  them.  These  accumulated  sterling  balances  amount  to  moi^ 
than  $13  billion  and  are  held  mostly  for  the  account  of  countries  in  the 
sterling  area. 

England  is  borrowing  from  others.  Sterling  is  still  piling  up  in 
London  to  the  account  of  foreigners,  at  the  rate  of  roughly  $2  billion 
a  year.  Foreign  countries  are  taking  this  sterling— a  loan  to  Eng- 
land—in exchange  for  the  goods  and  services  they  are  now  supplying. 

England  will  borrow  from  others.  She  is  now  seeidng  other  credits 
on  long  term,  for  example,  from  Canada. 

The  United  States  is  not  alone  in  helping  England  with  credits.  But 
it  must  be  remembered  that,  aside  from  the  United  States  and  Canada, 
nearly  all  the  capital-lending  countries  have  been  physically  devastated 
by  war  and  are  themselves  in  need  of  aid.  Therefore,  England  muiA 
look  to  the  United  States  for  the  bulk  of  the  credit  she  requires. 

15.  Why  eouldnH  the  Intenuttioiial  Bank  extoad  this  loan? 

England  will  handle  her  own  internal  reconstruction  and  develop- 
ment. The  line  of  credit  is  to  meet  a  large  external  emergency.  We 
all  know  that  as  an  island  nation,  England  relies  heavily  on  trade  with 
other  countries.  The  bidance  betwew  what  she  ships  in  and  buys  and 
what  she  ships  out  and  sells  was  thrown  out  of  kilter  by  the  war.  She 
needs  credit  in  foreign  currency  to  continue  buying  until  she  can 
restore  her  export  trade. 

The  Bank  is  not  int^ded  to  deal  with  special  needs  of  this  sort 
The  Bank's  resources  must  be  iwed  for  long-term  reconstruction  and 
development  purposes.  The  proposed  loan  to  England  is  a  long-term 
emwgency  credit  unsuited  to  the  operations  and  purposes  of  tJie  Bank. 

16.  Why  doesnH  England  sell  h»  for^n  investmraits? 

England  has  already  sold  $4.5  billion  of  her  foreign  investments. 
She  will  have  to  dispose  of  still  more  in  settling  her  wartime  debts. 

A  portion  of  what  is  left  is  not  saleable  because  of  wartime  de- 
struction, disruption  of  trade  and  other  causes.  Another  large  por- 
tion would  have  to  be  sold  mainly  in  the  currencies  of  the  countries  in 
which  they  are  located  and  therefore  would  not  solve  England's  need 
for  dollars  or  currencies  convertible  into  dollars.  Finally,  any  in- 
vestments would  have  to  be  scdd  gradudfly  to  realize  anything  like 
their  value. 

When  a  country  sells  any  of  its  foreign  investments,  it  terminates 
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far  all  fime  its  foreign  income  item  those  investments  which  are 
sold.  To  England  this  would  mean  a  further  deterioration  in  her 
balance  of  payments  and  even  greater  difficulty  in  securing  efisential 
imports. 

17.  Why  doewH  EAgland  eut  her  foreign  racpenditures? 

At  the  present  time,  England  is  drastically  cutting  her  overseas 
expenditures.  Her  war  expenditures  in  foreign  countries  are  of 
course  being  greatly  reduced.  Her  dollar  expenditures,  especially, 
have  been  cut  and  orders  have  been  given  to  all  sterling  area  coun- 
tries to  pnrdiase  for  dollars  only  those  essential  items  which  cannot 
be  otherwise  obtained, 

England's  urgent  need  for  $5  billion  to  $6  billion  is  not  based 
on  large  foreign  expenditures*  On  the  contrary,  even  with  the 
<»«dit8  trom  us  and  other  countries,  England  will  have  to  maintain 
her  imports  at  an  austere  level.  It  will  be  hard  to  feed  and  clothe 
her  people  and  rebuild  her  homes  and  factories  on  such  a,  level  of 
imports.  England's  standu*d  of  living  will  be  little  different  fn»n 
wartime. 

18.  What  would  England  have  to  do  if  we  do  not  lend  the  money? 
If  the  credit  from  the  United  States  is  not  extended,  England 

would  be  forced  to  continue  her  wartime  correncf  and  trade  restric- 
tions and  drastically  curtail  all  expenditures  in  the  United  States. 
These  restrictions  would  have  to  be  applied  not  only  by  England 
but  by  nearly  all  of  the  British  Empire.  The  dollars  earned  by 
these  countries  would  continue  to  be  turned  oyer  to  the  British  uid 
allocations  would  be  made  by  the  British  permitting  the  e^enditure 
of  these  dollars  only  for  the  most  essential  goods  that  could  not  be 
obtained  within  the  British  tradinp;  area.  ^ 

Judging  by  the  recent  past,  England  would  also  extend  her  system 
of  bilateral  agi:eements  to  still  other  countries.  These  agreements, 
like  the  present  sterling  area  arrangements,  would  discriminate 
against  and  perhaps  exclude  American  trade. 

Without  the  loan,  these  restrictions  and  arrangements  would  be 
continued  because  England  would  be  compelled-— 

a.  To  cut  her  dollar  deficit  by  diverting  purchases— even  at 
higher  prices — ^to  other  countries. 

To  obtain  credits  from  other  eonntries  by  imp(»^dng  fr^n^ 
Qiem  and  by  paying  in  sterling. 

The  continuation  of  these  wartime  devices  would  in  effect  estab- 
lish a  sterling  bloc  based  <m  the  need  to  reduce  purchases  from  the- 
dollar  bloc.  The  attempt  to  pelade  the  United  States  from  these 
mar^ts  would  enhance  the  possibility  of  economic  conflict. 
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19.  Why  shouldn't  the  credit  be  financed  by  allowing  ckizttia  to 

invest  In  BUtkh  oiiligaMoiis  dUroedy? 

The  people  who  make  this  proposal  overlook  the  fact  that  regardless 
of  the  terms  of  the  loan,  no  foreign  bond  issue  of  this  size  could  be 
floated  in  our  markets.  Furthermore  this  is  not  a  practical  proposal 
because  the  Financial  Agreement  inirolTes  many  ooimiderations  otfaw 
than  the  exteision  of  a  credit.  • 

As  explained  elsewhere  in  this  document,  the  real  question  is  whether 
the  long-range  interest  of  the  United  States  requires  that  England  be 
offered  this  financial  assistance  at  this  time.  The  credit  ia  designed 
to  make  it  possible  for  England  to  remove  discriminatory  restridicms 
on  international  trade  and  to  associate  herself  fully  with  the  United 
States  in  a  program  designed  to  encourage  the  world-wide  expansion 
of  trade. 

In  other  words,  the  credit  to  England  must  be  viewed  as  an  integral 
part  of  &e  Financial  Agre^nent  with  all  of  its  ben^ts  to  Ammcan 

business.  It  cannot  be  judged  as  an  ordinary  commercial  credit. 

20.  What  is  the  starling  area? 

Just  as  the  "dollar  area''  is  understood  to  include  a  number  of 
countries  that  have  close  trade  and  financial  ties  with  the  United  States, 
so  the  sterling  area  before  the  war  were  the  countries  closely  linked 
dn  trade  and  finance  with  England.  TTiese  ooimtries  held  the  larger 
portion  of  their  monetary  reserves  in  London,  and  carried  out  most  of 
their  international  transactions  in  sterling,  which  was  convertible  into 
practically  any  currency  in  the  world. 

Wh^  the  war  came  England  restri<ded  the  ccmv^rtilnlity  of  sterling 
into  dollars  and  limited  the  use  of  sterling  in  purdiases  frmn  the  dol- 
lar  area.  Other  countries  in  the  sterling  area  imposed  similar  controls. 
While  the  currencies  of  the  sterling  area  countries  could  be  exchanged 
for  each  other,  none  of  them  could  be  converted  into  dollars  except  to 
the  extent  permitted  by  tiie  monetary  authorities  in  Londcm* 

As  a  war  measure,  to  conserve  the  exchange  resources  of  England 
and  the  sterling  area  countries,  these  controls  were  essential.  In 
peacetime,  they  can  only  bring  about  a  serious  reduction  in  trade  and 
the  diversion  of  trade  into  imeconomie  ehannds.  The  prewar  sterling 
area,  like  the  dollar  area,  was  a  convenience  to  trade.  The  wartime 
restrictions  are  a  menace  to  trade. 

At  the  present  time  the  sterling  area  includes  all  of  the  countries 
and  territories  comprising  the  British  Empire  (except  Canada  and 
Newfoundland),  Egypt;,  Anglo-E^ptian  Sudan,  Iraq,  Iceland,  and 
the  Faroe  Islands.  One  purpose  of  the  Financial  Agi*emient  is  to  re- 
store the  convertibility  of  sterling,  particularly  with  respect  to  current 
transactions,  such  as  imports  and  exports.  Thus,  the  sterling  area  will 
in  considerable  measure  return  to  its  prewar  form* 
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21.  What  is  the  doUar  pool? 

The  so^lled  sterling  area  dollar  po^  is  an  arran^meEKt  by  Whidi 
the  dollars  earned  by  countries  of  the  sterling  area  are  pooled  and 
allocated  by  London  in  accordance  with  essential  needs. 

It  works  like  this.  When  an  Indian  exporter  sells  goods  in  the 
United  States,  he  turns  the  doUai®  over  to  the  Reserve  Bank  of  India 
fw  rupees.  Tliese  dollars  are  then  sold  to  England  for  sterling.  And 
this  happens  in  all  of  the  sterling  area  countries  that  have  net  dollar 
receipts.  In  this  way,  all  the  dollar  holdings  of  the  sterling  area  are 
pooled.  Then,  when  a  country  in  the  sterling  area  needs  dollars,  it 
applies  to  L^ndoiL  To  conserve  doUMs,  funds  are  not  allocated  to 
buy  goods  in  the  United  States  that  can  be  secured  in  any  sterling 
area  country.  The  American  producers  of  such  goods  are  virtually 
shut  out  of  the  sterling  area  markets. 

If  the  dollar  pool  is  continued  into  the  postwar  period,  the  difficulty 
of  r^^establkhing  multilateral  trade  would  be  ccKDidderably  increased. 
Moreover,  its  operation  in  peacetime  would  inevitably  involve  dis- 
crimination against  American  exporters.  Trade  among  the  sterling- 
area  countries  would  be  developed  in  preference  to  trade  with  the 
United  States  or  other  non-sterling-area  countries. 

Under  the  terms  of  the  Agreement,  the  dollar  pool  will  be  abolished 
within  a  year,  unless  this  Government  agrees  that  an  extension  is 
necessary. 

22.  Will  sterling-area  countries  now  be  able  to  purchase  more 

freely  from  the  United  States? 

As  a  result  oi  the  credit  made  available  to  England,  most  sterling- 
area  countries  will  be  in  a  position  to  make  larger  purchases  from  the 
United  States.  Within  a  year,  unless  the  United  States  agrees  to  a 
later  date,  the  current  receipts  of  dollars  and  sterling  of  each  sterling- 
area  country  wiU  be  available  to  make  ptirchases  anywhore.  Thus, 
India^  sterling  income  from  exports  to  England  could  be  converted 
into  dollars  to  make  purchases  in  the  United  States.  Under  present 
restrictions  such  income  can  oiily  be  used  for  purchases  in  the  sterling 
area. 

The  proposed  United  States  loan  will  substantially  increase  the  total 
amount  of  dollars  available  to  England  and  all  the  sterling-area  coun- 
tries with  which  to  buy  our  exports. 

23.  WlMt  eontrob  will  England  place  on  American  steiliiif 

balances? 

In  sedioii  8  of  the  Financial  Agreement,  the  United  States  obtains 
a  written  commitment  that  American  exporters  selling  goods  to  the 

United  Kingdom  will  be  paid  in  dollars  or  if  paid  in  sterling,  they 
will  be  allowed  to  convert  the  sterling  into  doUars. 
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Until  1951,  the  imposition  of  exchange  controls  by  the  United  King- 
dom will  be  governed  by  this  commitment  and  specific  provisions  of 
the  International  Fund  Agreement.  After  1951,  all  exchangB  CQntrols 
will  be  subject  to  the  Internaticmal  Monetary  Fund. 

24.  What  wiO  England  do  about  other  bilateral  mametary  agreo- 

meaSMt 

These  agreements,  which  have  been  made  with  many  European 
and  some  South  American  countries  will  have  to  be  substantially 

revised  within  a  year  after  the  Financial  Agreement  comes  into  effect. 

The  British  bilateral  agreements  provide  that  the  sterling  received 
for  exports  to  England  can  be  used  only  for  purchases  or  payments 
in  the  8t»li^  area. 

Under  secti^m  8  of  the  Finandal  Agre^ent,  England  states  that 
withm  a  year — ^unless  a  later  date  is  agreed  with  us — she  will  impose 
no  restrictions  on  payments  and  transfers  for  current  transactions. 
British  payments  for  Danish  exports,  for  example,  which  are  now 
used  only  inside  the  sterling  area,  will  soon  be  convertible  into  other 
currencies,  including  dollars,  and  be  availaUe  for  use  in  any  country. 
The  existing  bilateral  agreements  will  have  to  be  revised  to  give  effect 
to  this  principle. 

When  that  is  done,  a  large  amount  of  potential  discrimination 
against  American  trade  will  have  been  removed- 

This  commitment  lasts  until  1951,  by  which  time  all  the  provisions 
of  the  International  Monetary  Fund  will  apply. 

25.  Will  England  discriminate  against  us  by  means  of  import 

restrictions? 

Jik  section  9  of  the  Financial  Agreement,  each  government  un- 
dertakes not  to  discriminate  against  the  other  through  import  quotas, 
or  like  devices.  Since  England's  imports  are  mainly  controlled 
through  import  permits,  this  is  an  important  protection  to  American 
exporters.  It  will  last  until  1^1,  when  it  is  expected  that  the  rules 
of  the  proposed  International  Trade  OrganizafioiL  will  govern. 

In  practice,  this  should  mean  that  quotas  will  not  be  so  administered 
as  to  refuse  permits  for  American  goods  while  granting  permits  for 
similar  goods  from  other  countries. 

26*  What  will  be  the  natnre  of  the  settlemenA  of  sterling  balaaoea 
a^eomnbSad  dwrin§  the  war? 

During  the  war  many  countries  accumulated  sterling  balances. 
These  sterling  liabilities,  which  amount  now  to  more  than  $13  bil- 
lion, arose  as  a  result  of  £!ngland's  large  war  expenditures  over- 
seas. Because  of  exchange  rertrictions  the  balances  could  not  be 
UEsed-for  purchases  outdde  the  itoling  area.  Because  of  wartime 


shortages  and  commodity  and  shipping  controls,  they  could  not  be 
used  to  maJ^e  purchases  in  Snj^aJid.  Thc^reforei  the  ^terliog  haHncw 
accumulated. 

It  is  not  possible  for  England  to  produce  in  the  near  future  a 
sufficient  volume  of  exports  to  pay  off  these  balances.  Furthermore, 
her  holdings  of  foreign  exchange  are  too  small  to  permit  the  sterling 
to  be  exchanged  for  oth^r  currencies  which  the  owners  could  spend 
dsewhere. 

In  section  10  of  the  Financial  Agreement,  England  states  her  inten- 
tion to  make  agreements  with  each  of  the  countries  concerned  for 
an  early  settlement  of  these  balances.  With  respect  to  countries 
belonging  to  the  sterling  area,  it  is  expected  that  the  accumulated 
balances  wiU.  be  divided  into  three  categories.  One  will  ccmsist  of  a 
portion  to  be  made  available  immediately  for  current  transactions, 
including  purchases  in  the  United  States.  Another  will  be  gradually 
released  for  current  transactions  over  a  period  of  years  beginning  in 
1951.  This  too  can  be  used  for  purdhases  in  any  country,  including 
the  United  States.  The  remainder  is  to  be  adjusted  as  part  of  the 
common  costs  of  winning  the  war  against  the  Axis  powers. 

It  is  likely  that  many  countries  outside  the  sterling  area  will  also 
agree  to  gradual  liquidation  of  their  sterling  balances  oyer  a  period 
of  years. 

27.  Does  the  Icnui  give  Eni^aad  an  advantage  over  the  United 
States  in  world  narfcets? 

On  the  contrary,  the  proposed  loan  will  put  American  exporters  on 
an  equal  competitive  basis  with  the  British  in  selling  to  the  countries 
of  tiie  sterling  area.  Any  country  that  has  funds,  say  sterling,  that 
can  be  used  to  buy  in  England  will  be  able  to  use  the  funds  to  buy  in 
the  United  States  if  their  people  prefer  to  buy  here.  No  country  will 
be  forced  to  discriminate  in  its  trade  as  between  the  United  States  and 
the  staling  ar^ 

When  the  accumulated  sterling  balances  are  released,  it  is  agreed 
by  England  that  the  money  may  be  used  for  current  payments  any- 
where. The  money  can  be  used  to  purchase  American,  British,  or  any 
other  good& 

28*  Is  the  British  ^sedit.  a  pceeedwt  for  olber  loms? 

It  is  not.  No  other  country  has  the  same  crucial  position  in  world 
trade  as  England.  The  wide  use  of  the  pound  sterling  in  world  trade, 
the  large  proportion  of  the  world's  trade  which  is  carried  on  by  the 
countries  of  the  British  Empire,  the  extraDQe  d^Hsndenee  of  England 
upon  imports— these  and  oUier  factors  mean  that  the  financial  and 
commercial  practices  of  Britain  are  of  the  utmost  significance  in  de- 
t^miniog  what  kind  of  world  economy  we  shall  have* 
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We  expect  that  as  a  general  rule  ihe  needs  of  foreign  countries  for 
lielp  will  be  met  through  UNRRA,  the  International  Fund,  the  Inter- 
national Bank,  and  the  Export-Import  Bank.  If  any  special  case 
<;ould  not  be  handled  through  these  established  OTganizattons,  the  ques- 
tion of  a  loan  would  be  put  to  Congress  for  its  authorization. 

29.  How  is  the  loan  related  to  the  objectives  of  the  United  Nations 

Organization? 

The  proposed  credit  to  England  is  vital  to  the  objectives  of  the 
United  Nations  Organization.  We  have  learned  from  long  experience 
that  world  peace  depends  on  world  prosperity.  It  is  not  enough  to 
•deal  with  the  political  problems  that  threaten  world  security.  We 
must  also  deal  with  the  economic  problems  that  can  lead  to  confli^ 
between  nations.  The  charter  of  United  Nations  Ofganixation  reoc^- 
nisses  this  fundamental  interrelationship  between  peajce  and  prosperity 
by  establishing  an  Economic  and  Social  Council  to  encourage  and  facil- 
itate international  economic  cooperation. 

By  promoting  a  high  level  of  world  trade  <m  a  multilatwal  basis, 
the  Financial  Agreement  will  soake  an  important  contribnti<m  to  world 
prosperity.  It  will  help  assure  closer  friendship  and  greater  com- 
merce between  England  and  the  United  States  by  eliminating  the 
harmful  currency  and  trade  practices.  It  will  prfevent  the  danger  of 
economic  warfare.  In  addition,  the  Agreement  provicles  the  basis  for 
a  broader  understanding  on  international  trade  practices  to  be  drawn 
up  at  the  forthcoming  conference  on  trade  and  employment.  The 
elimination  of  currency  and  trade  restrictions  and  discrimination  and 
other  forms  of  economic  warfare  is  essential  to  the  building  of  a  peace- 
ful and  pro^>erous  world*  l^t  is  a  major  purpose  of  the  Financial 
Agreement 

30.  What  does  the  United  States  gain  from  the.  Financial  Agree- 

ment? 

Broadly  speaking,  each  provision  of  the  Fuumcial  Agreement  bene- 
fits the  United  States  because  each  is  part  of  the  whole  structure  of 
cooperation  between  the  two  countries  in  establishing  international 
commercial  and  financial  policies  designed  to  promote  tbe  balanced 
growth  of  international  trade. 

Throughout  these  questions  and  answers  the  specific  benefits  of  the 
Financial  Agreement  to  the  United  States  have  been  discussed  in 
some  detail.  The  following  list  summarizes  briefly  the  principal 
benefits  which  the  United  States  will  receive,  in  addition  to  pajment 
of  principal  and  interest  on  the  credit: 

(a)  The  credit  will  eaable  England  to  buy  goods  and  services  in 
the  United  States,  and  these  transactions  will  increase  the  employment 
and  income  of  the  American  people. 
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(b)  Payments  by  England  to  other  countries  will  increase  the 

ability  of  those  countries  to  buy  goods  and  services  in  the  United 
States. 

(c)  The  sterlii^  airea  dollar  pool  will  be  dissolved,  with  the  result 
that  steiiing  aroa  oooBbies  which  acquire  dollars  will  be  able  to  wm 
those  dollars  directly  to  buy  goods  and  services  in  the  United  States. 

(d)  Sterling  paid  for  exports  or  other  current  business  will  be 
freely  convertible.  Any  country  can  then  use  such  sterling  to  buy 
goods  and  services  from  the  United  Statn  or  tnm  any  other  country 
in  the  world. 

(e)  Exchange  controls  will  not  be  used  lo  prevent  residents  of  the 
United  States  from  converting  into  dollars  the  sterling  they  get  from 
eaqmrts  or  other  current  business  with  England. 

(/)  Britain's  ]mp<»t  controls  will  be  administered  in  such  a  mannw 
that  no  discrimination  against  American  products  will  result. 

(g)  England  will  release  a  portion  of  the  blocked  sterling  balances 
held  by  British  Empire  and  other  countries,  and  the  sums  thus  re- 
leased wiU  be  freely  convertible  to  make  purchase  in  the  United 
States  or  any  other  coulitry  of  the  world. 

(h)  England  will  be  able  to  assume  the  full  obligations  of  member- 
Ship  in  the  International  Monetary  Fund  and  the  International  Trade 
Organization  and  can  afford  to  abandon  those  restrictions  and  prac- 
tices whidi  wcmld  otherwise  have  been  retained  during  the  tranffliion 
period. 

{i)  England  will  settle  the  blocked  sterling  balances  with  her  own 
resources  and  this  large  problem  which  liinders  the  restoration  of 
WOTld  trade  will  be  solved. 

(j)  The  elimination  of  exchange  and  trade  restrictions  and  the 
solution  of  these  problems  will  increase  American  prosperity  by  in- 
creasing the  volume  of  world  trade. 

(k)  The  foregoing  specific  measures  will  eliminate  many  causes 
of  econcxaiic  friction  which  might  threaten  the  good  relations  betwem 
the  two  countries. 

(I)  Finally,  all  danger  of  a  division  of  the  world  into  conflicting 
British  and  American  economic  blocs  will  be  averted. 
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